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Bank of China (BOC) [3988.HK]

Net Profit grew by 8.08%; Potential beneficiary of “Going-out” policy;, Maintain BUY

Bank of China (BOC) [3988.HK] reported net profit of RMB169,595 m for 2014, up 8.08 % year-on
year (YoY), slightly higher than market consensus (7.05%) but lower than our forecast (12.5%) mainly
due to larger impairment losses on assets arising from a sharp increase of non-performing loans
(NPLs) (impairment losses jumped by 105% to RMB48,381m from RMB23,510m, NPL ratio jumped to
0.96% from 1.18%). Formerly the China’s official foreign exchange and trade bank, BOC is in a per-
fect position to take advantage of the “Going-out” policy. Assets and pre-tax profit of overseas busi-
ness accounted for 27.41% and 22.98% of total amount in 2014, significant higher than all other China
banks, which helps BOC to diversify the risk of interest rate liberalization and credit crunch. Volume of
international RMB settlement/clearing grew by 33.7%86.6%, maintaining its leading global position. As
the interest rate liberalization will likely come sooner than our previous expectation, together with the
negative impact on non-interest income growth from Measures for the Administration of the Service
Prices of Commercial Banks issued in Aug last year, we slightly trim our net profit growth for 2015E
from 10.64% to 9.89%. Maintain BUY with a target price of HK$5.90.

China Banking Sector

BUY

Close: HK$ 4.40 (Mar 25th, 2015)
Target Price: HK$5.90 (+34%)

Price Performance

® 2014 results highlights: Net profit grew by 8.08% to RMB169,595m. Net interest income in-
creased by 13.23% to RMB354,596m. Non-interest income rose by 9.12% to RMB135,226m.
Total loans were up by 11.51% while total deposits grew by 7.8%. Cost-to-income ratio down
from 30.61% to 28.57% as the increase in costs was slower than that of revenue. The bank
increased its provision rate to 2.68% from 2.62% to handle the deteriorating credit issue. Tier 1
CAR and CAR increased to 10.61% and 13.87% because of the issuance of preference shares
(RMB72bn during 2014).

® Stable NIM and non-interest income growth; large overseas exposure to mitigate the
impact of interest rate liberalization: BOC'’s net interest margin increased by 0.01ppt to
2.25% in 2014, lower than the sector average of 2.7% since BOC has larger overseas business.
However, we think the overseas business is an advantage under the current situation that the
interest rate liberalization process will likely proceed faster than expected, as it has more experi-
ence in competing under the environment of full interest liberalization. In addition, the portion of
interest income from overseas business will not affect by interest rate reform which can help to
stabilize the interest income growth. We expect net interest margin of BOC to shrink gradually
but the pressure will be smaller than its peers.

® NPLs are manageable; trough valuation at 5.3x/0.8x 2015E PER/PBR; Maintain BUY. Alt-
hough NPL ratio increased to 1.18% (lower than the sector average 1.25%) from 0.96%, BOC
could still manage its risk as its provision coverage ratio was still at 227% at the end of 2014.
We think the worst is over considering the government will keep injecting liquidity into the mar-
ket and there will likely be more interest rate cut to ease the burden on borrowers. BOC is cur-
rently trading at 5.3x/0.8x 2015E PER/PBR, maintain BUY with TP HK$ 5.9.
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Auditor Ernst & Young
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52W range HK$3.25—4.57
3M average daily T/O US$48m

Major Shareholder Central Huijin 67.7%

Figure 1: Key Financials

Key Financials 2011 2012 2013 2014 2015E 2016E
Net interest income (RMBm) 228,064 256,964 283,585 321,102 354,596 376,626
- Change (%) 17.58% 12.67% 10.36% 13.23% 10.43% 6.21%
Non interest income (RMBm) 100,234 109,212 123,924 135,226 148,306 163,029
- Change (%) 21.41% 8.96% 13.47% 9.12% 9.67% 9.93%
Net Profit (RMBm) 124,276 139,656 156,911 169,595 186,374 203,041

- Change (%) 18.81% 12.38% 12.36% 8.08% 9.89% 8.94%
NPL ratio (%) 1.00% 0.95% 0.96% 1.18% 1.15% 1.12%
Net Interest Margins (%) 2.12% 2.15% 2.24% 2.25% 2.21% 2.12%
PER (x) 7.9 71 6.3 6.1 5.3 4.9

PBR (x) 1.5 1.2 1.1 0.9 0.8 0.7

ROE (%) 18.32% 18.13% 18.04% 17.28% 14.56% 13.65%
ROA (%) 1.17% 1.19% 1.23% 1.22% 1.22% 1.21%
DY (%) 4.39% 4.95% 5.55% 5.38% 6.17% 6.71%

Source: Company, CGIHK Research
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Figure 2: Income Statement & Balance Sheet

(Unit; Millions of RMB) 2012 2013 2014 2015E 2016E (RMB m) 2012 2013 2014 2015E 2016E
Income statement Balance sheet

Interest income 506,528 518,995 602,680 684,042 745606 Assets:

Interest expense 249,564 -235410 -281,578 -329446 -368,980 Cash and deposits with central bank 1,934,297 2,132,001 2,306,088 2,378,732 2,402,520

Due from bank bank
256,964 283565 321102 34506 376,626 Ue ffom banks and nor-an

Net interest income financial institutions 1222873 1,362,633 1291851 1556916 1,665,900

Fee and commission income 75198 88585 98,538 107,406 117,073 Loans and advances to customers 6,710,040 7,439,742 8294744 9,207,166 10,127,882

Fee and commission expense 5215 6493 7298  -8101 -8,854 Financial investments 2280236 2330932 2758342 2903111 3251484

Net fee and commissionincor 69,923 82092 91240 99,306 108,219 Property and equipment 150,324 158,968 172,197 191,387 197,128

Net trading gain/loss 8,451 7183 11,009 13,000 14,560 Deferred tax assets 21292 22,928 25,043 27,108 28,735

Net gain/loss on financial

instruments designated as at 2,288 504 1,795 2,000 2,250

fair value through profit or loss Other assets 361,553 427,095 403,117 460,316 506,347

Other operating income, net 28550 34,055 31092 34000 38,000 Total assets 12,680,615 13,874,299 15251382 16,724,736 18,179,997

Operating income 366,176 407,509 456,328 502,901 539,655

Operating expenses 79,116 195824 -226,169 (248.936) (264,431) Liabilities

Operating Profit 187,060 211,685 230,159 253965 275,224 Due to central banks 130,022 200,939 348,271 369,167 424,542

Share of profits of associates

and jointly-controlled entities 613 0% 1319 120 1,30 Derivative financial liabilities 32,457 36,212 40,734 41,012 44,498
Due to banks and non-bank

Profit before tax 187873 212771 21478 295215 276,524 fnencial nstiuions 1936920 1973101 2082184 2447475 2606560

Income tax expense 41927 4903 54280 " -60,741" 64983 Due to customers 917399 10,097,786 10885223 11,777,811 12,720,036

Net profit 145,746 163,741 177,198 194474 211,541 Income tax payable 34,994 40,031 41,636 4218 48,640

Profit attributed to shareholde 139,656 156,911 169,595 186,374 203,041 Deferred tax liabilities 3,838 3,385 4,287 4,850 5141

Non-controlling interests 6,090 6830 7,603 8100 8,500 Bonds payable 199,133 224,704 278,045 251,621 274,267

Other libiltes 07705 3%6E64  BTEM4 402625 44087

Key Ratios Total liabilities 11,819,073 12912822 14,067,954 15338,780 16,564,560

P/B: 1.2 1.1 0.9 08 0.7 Equity:

PIE: 1 6.3 6.1 53 49 Share capital 279,147 279,365 288,731 348,731 348,731

Loan-to-deposit Ratio: 720%  725%  783%  80.3% 81.8% Reserves and retained profit 545,530 644,551 852,128 982,426 1,203,000

Net interest income growth: 127%  104%  132%  104% 6.2% Non-controlling interests 36,865 37,561 42,569 45,000 47,000

Non interest income growth: 9.0% 13.5% 9.1% 9.7% 9.9% Total equity 861,542 961,477 1,183,428 1,376,157 1,598,731

Profit Growth: 12.4% 12.4% 8.1% 9.9% 8.9% Total liabilities and equity 12,680,615 13,874299 15251,382 16,714,936 18,163,291

NPL Ratios: 1.0% 1.0% 1.2% 1.2% 1.1%

Interest l\/brgin: 2.2% 2.2% 2.3% 2.2% 2.1%

Source: Company, CGIHK Research
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Disclaimer

This research report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by China Galaxy International Securities (Hong Kong) Co., Limited, one of the subsidiaries of
the China Galaxy International Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no repre-
sentation or warranty (expressly or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : noclear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
Room 3501-3507, 35/F, Cosco Tower, Grand Millennium Plaza, 183 Queen’s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




